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STATEMENT OF THE CHAIRMAN 


Under section 708 (e) of the Defense Production Act of 1950, as 
amended, the Attorney General is directed to review the administra- 
tion of that act. This review is for the purpose of determining any 
factors which may tend to eliminate competition, create or strengthen 
small business, or otherwise promote undue concentration of economic 
power in the course of administration of the act. The Defense Pro- 
duction Act Amendments of 1955 required the Attorney General to 
report at least once every 3 months. 

Quarterly reports submitted by the Attorney General on November 
9, 1955, and February 9, 1956, and a supplementary report of Feb- 
ruary 20, 1956, were made available by this committee as a committee 
print on February 28, 1956. 

The Attorney General submitted his third quarterly report under 
section 708 (e) on May 9, 1956. The Attorney General’s fourth 
quarterly report under section 708 (e) is dated August 9, 1956. 

These two quarterly reports are of importance and interest to the 
committee and to the Senate, and to industry and the public. 


J. W. FuLpricut, Chairman. 
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REPORT OF THE ATTORNEY GENERAL PURSUANT TO SEC- 
TION 708 (e) OF THE DEFENSE PRODUCTION ACT OF 1950, 
AS AMENDED 





May 9, 1956. 


To the President of the United States of America and the Senate and House 
of Representatives of the United States of America in Congress 
assembled: 

I have the honor to submit a third report for the fiscal year 1955-56 
in compliance with section 708 (e) of the Defense Production Act of 

1950, as amended, which saaeicind 


The Attorney General is directed to make * * * surveys 


for the purpose of determining any factors which may tend 
to eliminate competition, create or strengthen monopolies, 
injure small business, or otherwise promote undue concen- 
tration of economic power in the course of the administration 
of this Act. Such surveys, and the reports hereatter required, 
shall include studies of the voluntary agreements and pro- 
grams authorized by this section. The Attorne ‘vy General 
shall submit to the Congress and the President within ninety 
days after the approval of this Act, and at least once ever) 
three months, reports setting forth the results of such surveys 
and including such recommendations as he may deem 
desirable. 


In light of these requirements, this report details the results of a 
cortinuing survey of the voluntary agreements and programs formed 

pursuant to Defense Production Act, section 708. Since my report 
of February 9, 1956, one voluntary agreement, the J—57 Air Force 
Production Committee, has been withdrawn. As a result, there are 
presently outstanding 22 voluntary agreements. These outstanding 
agreements, as well as those recently terminated, are listed in 
appendix A. 

Since 18 of the 22 presently outstanding programs involve Army 
integration committees, this report concentrates, first, on changes in 
their operations aimed to promote competition as well as the mobiliza- 
tion concept of long-range stockpiling of industrial capacity. These 
amendments make possible the opening to membership on these com- 
mittees of qualified prospective contractors as well as current producers 
of the particular military weapons and supplies. Secondly, the report 
describes the present scope of activities of each of these committees, 
and the impact which the new amendments may be expected to have 
upon their future operations. Current activities of all other existing 
voluntary agreements are, finally, briefly presented. 
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I 


The present and future activities of industry integration committees 
operated by the Department of the Army in great measure are being 
determined by the development of the mobilization principles evolved 
in recent months. In fact, the “‘open-ending”’ of these committees is 
one of the basic tools designed to effectuate these principles. 

Reevaluation of mobilization planning has been considered necessary 
by changed international conditions. To meet long-range defense 
plans, rather than short-range emergency needs, procurement to build 
up immediate reserve stoc piles of full mobilization requirements is 
now considered to be impracticable. The stockpiling of adequate 
reserves under such conditions is almost an economic impossibility, 
requiring, as it does, a huge investment in materiel which inevitably 
becomes obsolescent as time passes. Therefore, it has been deemed 
essential that a realistic balance be obtained between the reserve stock- 
piling of military end items, and the establishment and retention of 
adequate industrial capacity. 

This latter course involves the continuing development, establish- 
ment, modernization, and maintenance of the industrial capability of 
the Nation in a constant state of preparedness. Experience has shown 
that in many items required by the military substantial lead time is 
consumed in development and production even before first deliveries 
“an be made. However, in the event of war it is conceivable that the 
only production which could tip the scales in favor of the United States 
and its allies would be that which could be immediately realized. 
Therefore, industrial capacity must depend upon current producers 
and other production facilities which can be keyed to immediate 
reactivation or conversion to production of particular military items 
in the event of emergency. 

Consequently, current mobilization planning for the eventuality of 
a total defense effort relies principally upon a broad industrial base 
consisting of (1) current producers of necessary military items, who 
are constantly abreast of the latest technological advances; (2) “‘stand- 
by” or “layaway” facilities, which are production facilities held, by 
arrangement with private contractors, in a state of operational readi- 
ness or in storage at or near the plant site, and maintained in such a 
condition as will assure rapid reactivation in the event of emergency; 
and (3) a corps of ‘“‘planned producers” whose production lines and 
facilities are engaged in producing civilian items, but which are keyed 
to rapid conversion to production of specified military items upon 
demand. Of course, the standby facilities and the production lines of 
the planned producers must also be modernized with each advance in 
technology and development of improved models of necessary equip- 
ment. 

The 1955 amendments to the Defense Production Act reflect this 
alteration of viewpoint toward mobilization planning. Section 2, as 
now amended, states that the mobilization effort— 


requires the development of preparedness programs * * * in 
order to reduce the time required for full mobilization in the 
event of an attack on the United States. 


This revision of basic mobilization planning has made necessary 
consideration of changes in the composition and organization of the 
Army integration committees. 
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We have stated at length in our report of November 9, 1955, the 
purpose of these committees in aiding the standardization of military 
equipment and the greatest efficiency of its production. The Depart- 
ment of Justice has always recognized potential anticompetitive pos- 
sibilities stemming from operations of such committees. They con- 
sist of contractors engaged in supplying a common product to the 
Army. The mingling of such actual or potential competitors in the 
civilian economy at committee meetings amid an atmosphere of 
cooperation may, despite the presence of a Government chairman, 
give rise to later cooperative agreements or understandings applicable 
to civilian production. Further, the exchange of technical information 
and know-how relating to Army production problems may also have 
application to equivalent technical problems encountered in the 
civilian production of the members. Members of such committees, 
receiving this flow of gratuitous information, may well obtain a 
competitive advantage over others in the same civilian market who 
do not have Army contracts and are thus not included in the integra- 
tion committees. 

Despite the possibility of anticompetitive factors present in the 
operation of these committees, it has been clear that overriding con- 
siderations of defense necessity compelled their formation and require 
their continued existence. However, before giving approval, I felt it 
necessary to keep anticompetitive aspects of the committees to the 
barest minimum consistent with mobilization requirements. 

Holding these views, I have in the past declined to approve sugges- 
tions from the Army to extend the area of committee-membership 
from current producers to standby and layaway contractors and 
planned producers as well. It was our view that such an extension 
would merely increase the possibilities of anticompetitive practices 
arising from this association of competitive producers, without 
achieving any commensurate defense mobilization benefits. It was 
felt that the benefits to be derived from such commingling of ideas 
would be all one-sided, since such proposed committee members, 
because of absence of experience in the technical problems attendant 
upon current military production, would be unable to contribute to the 
flow of information to any appreciable extent. The Department of 
Justice offered no objection, however, to the distribution by the Army 
of information developed at committee meetings to various prospective 
producers on an individual basis. 

The recent change of emphasis in defense mobilization planning 
has required a reevaluation of our views on this question. When, as 
formerly, the primary emphasis was upon numerous immediate con- 
tracts to effect the rapid buildup of a stockpile of weapons and sup- 
plies, there seemed to be no necessary purpose served by including 
members on integration committees who were not current producers. 
Now, when primary emphasis is placed upon the development of a 
substantial base of industrial potential, capable in an emergency of 
swinging into immediate, swift and efficient production of the most 
modern models of weapons and supplies, such a conclusion appeared 
to be no longer valid. 

Department of the Army representatives pointed out that, under 
the new concept of mobilization planning, to insure immediate utili- 
zation in an emergency of standby and planned production facilities, 
it was essential that their users be kept abreast of all new developments 
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in the field. In addition, because of the probable necessity under 
all-out emergency production for a general exchange of machine tools 
and components and other kinds of facilities integration, it was 
necessary that current producers be apprised of the limitations, diffi- 
culties, and other production problems which may be faced by such 
prospective producers. It was also stressed that military procurement 
and planning personnel required detailed knowledge of the up-to-the- 
minute problems of both current and prospective producers with 
respect to engineering changes, improved production techniques, avail- 
ability of components, and other factors, in order to formulate realistic 
production goals upon which planned military strategy could be based. 

Unless these prospective producers were admitte d to the integration 
committees, it would be necessary to convey the interchange of ideas 
and problems on a limited basis through the circuitous medium of 
correspondence to and from Army offic ials. It has been the Army’s 
experience, in light of previous integration committee activity, that 
it is not only cumbersome but often impossible to maintain an ex- 
change of intelligence, with complete recognition of all the technical 
factors involved, by means of unilateral action, writings, and subse- 
quent communication to all parties by the Government. 

Army officials believe that once an emergency has developed it will 
be absolutely essential to the war effort to have such committees in 
operation, encompassing the broadest possible number of applicable 
producers. Because of the cutback in current procurement, several 
of the present committees were so reduced in membership that they 
might have gone out of existence, or been disapproved, under the 
former rules for voluntary agreements. Army experience has demon- 
strated that a considerable period of time is consumed both in the 
establishment and the expansion of such committees. Therefore, it 
was felt that the same reasons exist for maintaining these committees 
in operational status, and with as great a membership as possible, 
before the emergency, as would apply to having the industrial potential 
ready in order to avoid prolonged production “delays. 

This reasoning impressed me, and I concluded that under the altered 
concept of mobilization planning the expansion, or ‘‘open-ending,”’ of 
Army integration committees served a useful and necessary purpose in 
the interests of national defense. Furtherniore, the 1955 amendments 
to the Defense Production Act seem to warrant this conclusion. Sec- 
tion 708 (b) now authorizes the exchange of technical information, 
pursuant to approved voluntary agreements, between “actual or 
prospective contractors.” This provision appears specifically to au- 
thorize the inclusion as members of integration committees of standby 
and layaway contractors, as well as planned producers. 

I concluded that the present defense necessity for ‘such ‘“open- 
ending” outweighed the antitrust implications in these enlarged com 
mittees. Indeed, the agreement to open up these committees to all 
willing prospective producers, within reasonable limits, to a great 
extent minimizes the former antitrust objection that participation in 
the flow of information at meetings gave members a possible com- 
petitive advantage over nonmembers in the same civilian industry. 

It should also be pointed out that, in the present state of procure- 
ment, the enlargement of integration committees to include planned 
producers should actually have a salutary effect on competition. As 
mobilization policy has changed to a long-range stockpiling of pro- 
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ductive capacity, it has been accompanied by a reduction in current 
procurement. Therefore, it is believed that the enlargement of the 
number of contractors possessing up-to-the-minute facilities, technical 
information and know-how to produce efficiently the items the Army 
wants will lead to a greater amount of competitive rivalry to obtain 
slices of this shrinking pie. The Government will ultimately be the 
beneficiary of lower prices for the military items it wants to procure. 

Having agreed to the open-ending of these Army integration com- 
mittees, I directed my staff to devise procedures, in consultation with 
Army representatives, to achieve the desired objective, while still 
assuring proper antitrust safeguards. It was agreed that the recon- 
structed committees should include current contraeters.and those 
recently producing contractors who have been eliminated from cur- 
rent work because of the cutback in current procurement. They 
should also include contractors holding existing Army contracts for 
the establishment or maintenance of standby or layaway facilities. 

With respect to planned producers, it was felt that the ideal situation 
would be for all of such producers to participate in the exchange of 
ideas taking place in these committee meetings. However, it was 
believed that this would be impossible, for two reasons. First, some 
of these producers would not be willing to exert the continuing effort 
nor incur the expenses required for participation in such activities 
without the foreseeable prospect of financial return. And, secondly, 
there is a practical limit to the size of these committees, beyond whic h 
they become inefficient or even totally unworkable. In a number of 
the committees, it is believed that inclusion of all planned producers 
would produce this result. Nevertheless, it was decided to recon- 
stitute the integration committees in such a manner as to approximate 
this desired goal insofar as possible. 

It was also agreed that, even with this aim in mind, it was not 
desirable to throw open the membership in committees to any and 
all members of an industry. Certain obvious, prudent limitations 
were incorporated. First, military security dictated the restriction 
of some production information to persons of established integrity. 
Second, a prospective member must be capable, with respect to plant 
equipment and financial resources, of meeting its mobilization com- 
mitments. And, third, a prospective member must have in being 
the management and technical ability, and have available the ade 
quate reserve or source of manpower with appropriate abilities and 
skills, which are required for efficient production. Within these 
limitations, any member of an industry represented by members 
of an integration committee may seek membership thereon. To 
insure such “compliance, the refusal to permit an applicant to become 
a member must be explained satisfactorily in writing by the Army. 

The amendments to these various voluntary agreements, as finally 
formulated, take 2 basic forms, applicable respectively to the 2 prin- 
cipal types of integration committees.' The first relates to the type 
of committee in which the members are contractors or prospective 
contractors for military items bearing a close relation to their civilian 
production, and to be produced in plants owned, at least in part, by 
the contractors. The second is directed to the operators of ‘“Govern- 
ment-owned, contractor-operated”’ plants. The difficulty in the 
latter type stemmed from the variety of contractors engaged in this 


1 The specific amendments are set forth in appendix B. 
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operation. They are seldom engaged in competitive civilian produc- 
tion and have little community of technical interest outside of their 
Government contracts. The obvious difficulty of defining a “pros- 
pective contractor’ in terms of ‘“‘Government-owned, contractor- 
operated’’ plant contracts led to the omission of the phase in the 
applicable amendment. Instead, the prospective membership is 
expanded to include subcontractors, standby and layaway contractors. 

The Army is still engaged in the extensive paperwork involved in 
acquainting present members of integration committees with these 
amendments, and in determining the “prospective producers’? who 
will be requested to participate. This reconstruction of the integra- 
tion committees has, therefore, taken up much of the available time in 
the past month or two, and interrupted to a considerable extent the 
constructive defense activities of these committees. However, it is 
not expected that this transition period will be of much longer 
duration. 

I] 








A. ARMY 





INTEGRATION COMMITTEES 





The chairmen of the various Army integration committees were 
instructed some time ago by the Army to withhold action to terminate 
the membership of producers whose prime contracts were expiring or 
being terminated, pending establishment of new membership pro- 
cedures. They were also advised not to hold meetings which would 
involve violation of the then existing provisions of the plans but were 
urged to concentrate on planning for future activities under the pro- 
posed new provisions. 

1. Ammunition integration committees 

Of the Army Ordnance integration committees in the ammunition 
field only those embracing the Government-owned, contractor- 
operated plants have continued their activity virtually unchanged by 
recent production cutbacks. These active committees are pro- 
pellants and explosives, ammunition loading, and smal) arms 
ammunition. 

In the Propellants and Explosives Committee various subcommittees 
have made strides in the fields of inspection, small-tool control, pro- 
pellants, and safety to be presented to the parent committee. In addi- 
tion, the parent committee has met with the Ammunition Loading 
(except small arms) Integration Committee to discuss common 
problems relating to the preservation and maintenance of ammunition 
production methods and ways and means to improve methods and 
reduce costs. 

In other, individual meetings the Ammunition Loading (except small 
arms) Integration Committee has discussed papers presented by key 
military and industrial personnel and made available to the members 
detailed information on advanced industrial methods and technical 
information. ‘Three subcommittees have been active in the fields 
of standardization of methods and equipment for the fabrication of 
certain complete rounds, the maintenance of laid-away ordnance 
ammunition facilities and the utilization of various plastic materials 
for packaging of ammunition and materials. 

Five subcommittee meetings of the Small Arms Ammunition (except 
20-millimeter) Integration Committee have been held since the Novem- 
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ber report. These subcommittees are the Perishable Tool, Industrial 
Engineering, Machinery and Spart Parts Specifications, Inspection 
and Engineering, and Cup and Case Standardization Subcommittees. 
Accomplishments of these meetings have included the dissemination of 
information on chromium plating of tools to meet Federal specifica- 
tions, the opportunity to discuss privately developed production tech- 
niques as applicable to Government contract work, and the reduction 
in inventory of spare parts due to standardization and interchange- 
ability. There is hope that a standardization of brass cups produced 
by various contractors may be accomplished which will result in a 
considerable saving of time presently needed to adjust tools between 
runs of cups from different vendors. 

The Military Pyrotechnics Integration Committee, although not repre- 
sentative of Government-owned, contractor-operated plants, has 
maintained a certain amount of activity. This Committee hopes to 
eliminate production problems and reduce lead time through a pro- 
cedure it has recommended to Picatinny Arsenal whereby lists of 
available technical manuals relating to pyrotechnic items are dis- 
tributed to contractors on a need-to-know basis. For instance, it is 
proposed to distribute a technical manual regarding tests developed 
by Picatinny Arsenal utilizing commercial equipment to measure light 
and color values. Other numerous common problems have been re- 
solved through the interchange of know-how and production tech- 
niques and various potential hazards to operating personnel have been 
eliminated. 

The remaining Army Ordnance integration committees in the am- 
munition field are not expected to resume activity to any great extent 
until their membership has been expanded, as provided in the appended 
amendments. These committees are- 


Fin Stabilized Artillery Ammunition and the M31 (T7387) Rifle 
Grenade 

Conventional Artillery and Mortar Shell 

Burster Casings 

Artillery Mechanical Time Fuzes 

3.5-inch Rocket 

Cartridge Case 


The lack of activity on the part of these committees, while directly 
attributable to production cutbacks, may be traced to one or more 
immediate effects of these cutbacks. Obviously, there can be little 
committee activity where the membership has been reduced to one 
contractor-member. Less obviously, the curtailment in the number 
of contractors has increased the competition for these contracts, with 
a resultant disinclination of the members to cooperate with each other 
or to release proprietary rights or trade secrets, the competitive ad- 
vantages of which might make the difference in a contract award. 
The same enthusiastic competition, especially on contracts involving 
a short lead time and a quickly completed contract, results in frequent 
changes in the identity of the contractor for a particular item. The 
termination of a producing contract without the substitution of 
another disqualified the contractor for membership on a committee 
under the rules in effect prior to the proposed amendments. A com- 
mittee under such circumstances could have had such a continuous 
shift in membership as to render it inoperable. 
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2. Tank-automotive integration committees 

The Army Ordnance integration committees in the tank-automotive 
field have also been hit in varying degrees by the production cutbacks. 
Hardest hit were the following: Light and Medium Tactical aTeers, 
Heavy Tactical Trucks, and Light Gun Tanks. 

The first two of these committees are made up of producers of an 
ordnance item bearing a very close relation to the civilian product 
of the members. Many developments and improvements relating to 
the civilian truck may have an application to the military versions 
and vice versa. Some of these developments may also include pro- 
prietary items, thus compounding the problems of standardization 
and interchangeability of spare parts. The Ordnance Corps hopes 
to achieve a greater degree of standardization and interchangeability 
by including ‘planned produc ers in the committees and preparing its 
own drawings and specifications with the assistance of the committees. 
The Light Gun Tank Committee has, through procurement cutbacks, 
been reduced to one member, which has a vehicle engineering contract 
for the family of tracked vehicles coming under this designation. 

The remaining tank-automotive committees have continued to be 
active, although “this activ ity is expected to increase considerably with 
the proposed expanded membership. The Track for Tracklaying 
Vehicles Committee, due to the complexity of the track, includes 
representation from segments of various industries. Involved in this 
procurement is rubber, steel castings and seamless steel tubing. The 
Ordnance Corps has developed several innovations in track which 
will require dissemination not only to the present contractors but 
also to prospective producers. The problem of fitting these innova- 
tions into present and prospective production lines will call for con- 
siderable discussion and exploration. 

The Cast Armor for Tracklaying Vehicles Committee provides for the 
close coordination necessary among the members, as the various cast- 
ings making up a complete hull are cast, machined, and ground in 
plants that are widely dispersed. The complexity of the problem 
becomes apparent when it is realized that as many as 7 sections 
are used to form a hull, and a tolerance of one sixty-fourth inch in a 
10-foot section is not unusual. These problems could easily be re- 
solved through the use of a single source, but every effort is being 
made to keep the procureme a base for this item as broad as feasible. 
The introduction of prospective producers to this committee will 
broaden the potential base even further. 

The Medium and Heavy Gun Tank Committee embraces the backbone 
of the tank program. Because of the importance of the medium tank, 
constant improvements and changes are being made in its design. 
For example, the M48 tank has been replaced by the M48A1, which, 
in turn, will be replaced by the M48A2 in June of 1956. C hanges 
will be made in its method of fire control; its range will be increased; 
and the carburetion system will be supplanted by fuel injection, an 
advance beyond current automobile practices. Various product 
engineering contracts have been let to effectuate these changes. It 
is expected that the collating and coordinating will best be accom- 
plished through the integration committee. 
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8. Miscellaneous integration committees 

There remain two Army integration committees not sponsored by 
the Ordnance Corps. The Critical Quartz Crystal Units Committee 
was the first to urge the expansion of membership under the 1955 
amendments to the Defense Production Act. This was due to the 
short lead time involved in fulfilling contracts, upon termination of 
which a contractor might find himself supplanted in committee mem- 
bership by the successful bidder on a subsequent contract. However, 
the quartz crystal industry is a small one, and it is expected that 
virtually the entire industry will be included in the augmented mem- 
bership of the committee when the recommendations of the chairman 
have cleared the necessary channels. 

The Army Aircraft and Maintenance Committee, sponsored by the 
Transportation Corps, has not been amended. The peculiarities of 
the problems which this committee was formed to solve were such that 
a different standard of eligibility for membership was used from its 
inception. The purpose of the committee is not so much the standard- 
ization of the primary product, but a reduction in the number of tools 
and equipment necessary for Army aircraft maintenance. The stand- 
ards of eligibility were and are such that the Transportation Corps 
believe that every manufacturer acquainted with the problems and 
capable of making any significant contribution is already a member. 


B. OTHER VOLUNTARY AGREEMENTS 


The voluntary agreements sponsored by agencies other than the 
Army are different in purpose and in membership. Because of these 
differences there has been no need to expand the membership. The 
Air Force’s B-47 agreement has as its purpose the indoctrination of 
the Lockheed Aircraft Corp. and Douglas Aircraft Co., Inc., by the 
Boeing Airplane Co. with the technical know-how necessary to build 
this aircraft. There is no reason to include in this agreement any 
members other than the Air Force, Boeing, Lockheed, and Douglas. 

The Foreign Petroleum Supply Agreement has as members all pe- 
troleum companies believed capable of making any significant contri- 
bution to the objectives of the agreement. The same thing may be 
said of the USIA’s classified agreement. The Contribution of Tanker 
Capacity Agreement makes it possible for any tanker company to be 
represented which desires to participate. 

The Air Force has advised that termination of the B-47 procure- 
ment will not take place for at least 6 months. In that interval the 
B-47 Production Committee will continue to perform the functions de- 
tailed on pages A25 and A26 of my November 9, 1956, report. 

The agreement sponsored by the United States Information Agency 
is still very active. Because of security classification this agreement 
may not be discussed in this report. We have been assured by USIA 
representatives that the agreement remains very much in the public 
interest. 

The Foreign Petroleum Supply Agreement and the Contribution of 
Tanker Capacity Agreement were discussed at length in my supple- 
mental report of February 20, 1956. Since that report, the Director 
of the Office of Defense Mobilization has submitted to me re quests to 
participate in these amended agreements which he proposes to send to 


82586—56——_3 





12 REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


the participants in the old agreements. By letter, dated March 30, 
1956, I approved the requests to be sent by the Director of the Office 
of Defense Mobilization to the members of the Contribution of Tanker 
Capacity Agreement, and, on April 24, 1956, I approved the requests 
to be sent to the members of the Foreign Petroleum SupplyAgree- 
ment. I understand that the requests were sent to members of the 
Contribution of Tanker Capacity Agreement on April 17, 1956, and 
to members of the Foreign Petroleum Supply Agreement on May 8, 
1956. 
Respectfully submitted. 
HERBERT BROWNELL, Jr., 
Attorney General. 





APPENDIXES 


APPENDIX A 


The following voluntary agreements are presently in existence: 


ARMY INTEGRATION COMMITTEES 


Medium and Heavy Gun Tanks 

Light Gun Tanks 

Heavy Tactical Trucks 

Small Arms Ammunition (except 20 millimeter) 

Light and Medium Tactical Trucks 

Tracks for Tracklaying Vehicles 

3.5-inch Rocket 

Artillery Mechanical Time Fuzes 

Cartridge Cases 

Conventional Artillery and Mortar Shell 

Cast Armor for Tracklaying Vehicles 

Propellants and Explosives 

Burster Casings 

Ammunition Loading 

Critical Quartz Crystal Units 

Military Pyrotechnics 

Fin Stabilized Artillery Ammunition 
and M31 (T37) Rifle Grenade 

Army Aircraft and Maintenance 


AIR FORCE PRODUCTION COMMITTEE 
B-47 Production Committee 
MISCELLANEOUS AGREEMENTS 


Classified Agreement sponsored by USIA 
Contribution of Tanker Capacity 
Foreign Petroleum Supply 
By letter dated April 13, 1956, the Director of the Office of Defense 
Mobilization advised me that he had withdrawn the requests for 
participation in the J—57 Production Committee. This action was 
taken pursuant to a reguest from the Department of the Air Force 
which had advised that this committee had never been formed and 
that a normal procurement program had been formulated which would 
meet the objectives of the voluntary program. 
In addition, my report of February 9, 1956, reported that five 
Army integration committees were inoperative. Since that time there 
13 
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has veen published in the Federal Register notices of the withdrawal 
of requests to participate in these integration committees: 

4.2 Mortar Shell_- eee 

20- Millimeter Cartridge Cases eee | le 

M21A4 Boosters_-_- ‘ 21 F. R. 

M48 Type Fuzes_ _- a 2 a * 

20- Millimeter Projectiles and Fuzes__--- - - - . 21 F. R. 


ApPpENDIx B 


Section 6a (5) of the Plans and Regulations of the Ordnance Corps 
Governing the Integration Committees on Conventional Artillery and 
Mortar Shell, Heavy Tactical Trucks, Light and Medium Tactical 
Trucks, Cartridge Cases, Artillery Mechanical Time Fuzes, Tracks 
for Trac kk aying Type Vehicles, Medium and Heavy Gun Tanks and 
Allied Combat Vehicles, and Burster Casings; and section 5a (5) of 
the Plans and Regulations of the Ordnance Corps Governing the 
Integration Committees on the 3.5-inch Rocket, Cast Armor for 
Trac ‘kla, aving Type Vehicles, Light Gun Tanks and Allied Combat 
Vehicles, Military Pyrotechnics, and Fin Stabilized Artillery Ammu- 
nition are here by amended to read as follows: 

“Tt is the policy of the Government that membership in this com- 
mittee shall be open to as many of those producers of items subject to 
the activity of the committee or who have a definite capability to 
produce such items and a sincere interest in so doing as may be con- 
sistent with the interests of national defense and of committee work- 
ability. 

‘“(a) To implement this policy, contractor membership shall 
be made up of those producers coming within one or more of the 
following categories of eligibility who accept or have already 
accepted invitations to become members of this committee: 

“() A prime contractor with the Army for the production 
of the item or items, or major components thereof, subject 
to activity of this committee as provided in this plan. 

(ii) A subcontractor to a prime contractor under (i) above 
who is considered by the Chairman of the committee to be 
necessary to proper committee functioning. 

“qii) A contractor having an existing Army contract for 
the establishment or maintenance of standby or layaway 
facilities for production of the item or items, or major com- 
ponents thereof, subject to activity of this committee as 
provided in this plan. 

“(iv) A Planned Producer or other prospective contractor 
of the Department of the Army for the item or items, or 
major components thereof, subject to activity of this com- 
mittee as provided in this plan who meets the following mini- 
mum requirements as determined by the Chairman of the 
committee: 

(aa) has facilities and equipment in being which 
either have been producing or are convertible to pro- 
duction of items or subcomponents subject to activity 
of this committee, or 
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“(bb) has in being the management and technical 
knowledge necessary to efficiently and successfully 
accomplish that production for which the firm has been 
assigned to the Planned Mobilization base; and 

“(cc) is sufficiently well financed to meet its mobiliza- 
tion commitments should the need arise; 

“‘(dd) has available a sufficient reserve or source of 
manpower with appropriate abilities and skills required 
for efficient production; 

““(ee) meets security requirements; and 

“(ff) otherwise is determined by the Chairman to be 
necessary to the successful operation of the committee 
in the defense interest. 

““(b) The Chairman shall have discretion to limit the number of 
producers eligible under category (iv) above whenever he deter- 
mines that such is necessary in the interest of workability. 

‘““(c) Whenever a producer becomes eligible for membership 
under the above provisions of this section, his name and address 
shall be submitted, through channels, to the Director, Office of 
Defense Mobilization, for appropriate action. Whenever a pro- 
ducer requests or applies for membership but is not considered 
eligible by the Chairman under the above provisions of this 
section, his name and address, together with a statement of the 
reasons why such producer should not be invited to become a 
member, shall be submitted, through channels, to the Director, 
Office of Defense Mobilization, for appropriate action. 

““(d) Whenever the eligibility of a member under the above 
provisions of this section ceases, his membership shall be ter- 
minated and his name and address forwarded, through channels, 
to the Director, Office of Defense Mobilization, for appropriate 
action. 

““(e) A list of the contractor members shall be kept current 
in the Office of the Chief of Ordnance.”’ 

The amendments to the Critical Quartz Crystals Committee are 
substantially the same as those set forth above. However, because 
of certain conditions peculiar to this committee, they differ slightly in 
language. Section 6a (4) of the Plan and Regulations of Signal Corps 
governing this committee is hereby amended to read as follows: 

“Tt is the policy of the Government that membership in this com- 
mittee shall be open to as many of those producers of items subject 
to the activity of this committee or who have a definite capability 
to produce such items and a sincere interest in so doing as may be 
consistent with the interests of national defense and of committee 
workability. 

“(a) To implement this policy, contractor membership will 
be made up of each contractor producing quartz crystals under 
Signal Corps contracts and each contractor included in the Signal 
Corps mobilization planning program or other prospective con- 
tractor who meets the following minimum requirements as 
determined by the Chairman of the committee: 

“‘(j) Has facilities and equipment in being which either 
have been producing or are convertible to production of items 
or components subject to the activity of this committee, or 
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“(ji) has in being the management and technical knowl- 
edge necessary to efficiently and successfully accomplish 
production of such items in the event of an emergency; and 

(iii) is sufficiently well financed to meet its mobilization 
commitments should the need arise; 

‘“(iv) has available a sufficient reserve or source of man- 
power with appropriate skills and abilities required for effi- 
cient production; 

“(v) meets security requirements; and 

““(vi) otherwise is determined by the Chairman to be nec- 
essary to the successful operation of the committee in the 
defense interest. 

““(b) The Chairman shall have discretion to limit the number 
of producers eligible for membership under (a) above whenever he 
determines that such is necessary in the interest of committee 
workability. 

“‘(c) Whenever a producer becomes eligible for membership 
under the above provisions of this section, his name and address 
shal] be submitted, through channels, to the Director, Office of 
Defense Mobilization, for appropriate action. Whenever a pro- 
ducer requests or applies for membership, but is not considered 
eligible by the Chairman under the above provisions of this sec- 
tion, his name and address, together with a statement of the rea- 
sons why such producer should not be invited to become a 
member, shall be submitted, through channels, to the Director, 
Office of Defense Mobilization, for appropriate action. 

‘“‘(d) Whenever the eligibility of a member under the above 
provisions of this section shall cease, his membership shall be 
terminated and his name and address forwarded, through chan- 
nels, to the Director, Office of Defense Mobilization, for appro- 
priate action. 

*‘(e) A list of contractor members shall be kept current in the 
Office of the Chief Signal Officer.” 

Section 5a (4) of the Plan and Regulations of Ordnance Corps 
Covering the Integration Committee on Propellants and Explosives 
and section 5a (5) of the Plan and Regulations of Ordnance Corps 
Covering the Integration Committee on Ammunition Loading (except 
Small Arms Ammunition) and the Plan and Regulations of the Ord- 
nance Corps Governing the Integration Committee on Small Arms 
Ammunition (Exception 20 MM) are hereby amended to read as 
follows: 

“Contractor and Ordnance Membership shall be as follows: 

“(a) The Commanding Officer or his duly authorized repre- 
sentative from each Government-owned plant scheduled to pro- 
duce items coming within the jurisdiction of this committee, 
where applicable. 

“(b) Each contractor with the Army for the production of 
items coming within the jurisdiction of this committee at Govern- 
ment-owned, contractor-operated plants or otherwise. 

‘“(c) Each subcontractor to an operating contractor under (b) 
above who is considered by the Chairman of the Committee to 
be necessary to proper committee functioning. 

““(d) Each contractor having an existing contract with the 
Army for the establishment or maintenance of standby or lay- 
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away facilities for production of items coming within the juris- 
diction of this committee. 

“(e) Whenever a producer who is not currently a member of 
this committee becomes eligible for membership under the above 
provisions of this section, his name and address shall be submitted, 
through channels, to the Director, Office of Defense Mobilization, 
for appropriate action. 

““(f) Whenever eligibility of a producer for membership under 
the above provisions of this section ceases, his membership shall 
be terminated and his name and address forwarded, through 
channels, to the Director, Office of Defense Mobilization, for 
appropriate action.” 
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Aveust 9, 1956. 
To the President of the United States of America and the Senate and 
House of Representatives of the United States of America in Con- 
gress assembled: 
I have the honor to submit a report in compliance with section 
708 (e) of the Defense Production Act of 1950, as amended. That 
provision directs the Attorney General to make— 


* * * surveys for the purpose of determining any factors 


which may tend to eliminate competition, create or strengthen 
monopolies, injure small business, or otherwise promote un- 
due concentration of economic power in the course of the 
administration of this Act. Such surveys, and the reports 
hereafter required, shall include studies of the voluntary agree- 
ments and programs authorized by this section. The At- 
torney General shall submit to the Congress and the Pres- 
ident within ninety days after the approval of this Act, and 
at least once every three months, reports setting forth the 
results of such surveys and including such recommendations 
as he may deem desirable. 


Pursuant to this requirement, this report details (1) this De- 
partment’s continued review under section 708 (b) and (e) of all 
outstanding voluntary agreements; and (2) a survey of the rapid 
tax amortization program as it affects competition and small business 
participation in the nitrogen industry. 


I. VotuntTarRy AGREEMENTS UNDER THE DEFENSE PRopucTION AcT 


Comparatively little activity has taken place with respect to volun- 
tary agreements since my most recent report on the subject, dated 
May 9, 1956. That activity is here reported in twu parts: The first 
concerns the 18 Army integration committees, all facing problems of 
administrative reorganization to accommodate additional standby 
members; and the second concerns the other remaining agreements. 


A. ARMY INTEGRATION COMMITTEES 


It was stated in my May 9 report (p. 7) that cutbacks in current 
procurement had severely reduced membership on several of the 
Army’s integration committees. That report explained that amend- 
ments to the integration committee plans providing for additional 
standby members should increase committee membership and 
activity. However, the Army advises that the effectuation of these 
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amendments and the resultant expansion of the committees is a time- 
consuming job. This initial organizational lag has so reduced the 
activity of those committees that a detailed report at this time would 
not be of great significance. However, this phase should be completed 
sufficiently soon to allow a full review and report on these committees 
by November 9, 1956. Nevertheless, it may be useful to state some 
of the problems involved and the progress being made in the different 
categories of the integration committees. 


1. Tank-automotive committees 

It was in these six committees that the severest reduction in member- 
ship had taken place. The long period of inactivity encountered by 
these committees has necessitated a reorganization, including not 
only a reconstitution of industry membership, but also addition of 
new Government personnel. These new staff members must be edu- 
cated to the procedural and substantive aspects of committee activity. 
Iu addition, any genuine reactivation of these committees requires 
that Ordnance redraft suitable agenda for future meetings based upon 
intervening developments in design and experience. 

In this field, the Cast Armor Committee faces the most pressing prob- 
lems. It must develop alternative methods of achieving armor 
characteristics which can be adapted to the existing facilities of 
potential producers; redesign sectional hulls for increased interchange- 
ability (e. g., right and left side hull sections); and develop new proc- 
esses for attaching road wheels to hulls, through welding rather than 
flanging and bolting. Provided the preliminary reorganizational steps 
can be completed in time, the Cast Armor Committee plans to hold a 
September meeting of committee members with officials of the Office 


of the Chief of Ordnance to consider these problems. 

In each of the succeeding 5 months, Army Ordnance plans to hold 
similar meetings with the remaining tank-automotive committees, 
namely: the Medium and Heavy Gun Tanks Committee, the Light Gun 
Tanks Committee, the Heavy Tactical Trucks Committee, the Light and 
Medium Trucks Committee, and the Tracks for Tracklaying Vehicles 
Commuttee. 


2. Ammunition integration committees 


Three of the ammunition integration committees involve contractors 
operating Government-owned plants. These three, the Ammunition 
Loading Committee, the Small Arms Ammunition Committee, and the 
Propellants and Explosives Committee have continued their operations 
unaffected by membership diminution or fluctuation. Significant con- 
tributions have been made by these committees in the more effective 
use of tools and spare parts and in increased standardization of tools. 
Many committee recommendations have been incorporated in Ord- 
nance Procurement Instructions. While little if any immediate change 
is contemplated in the membership of the Ammunition Loading and 
Propellants and Explosive Committees, the Small Arms Ammunition 
Committee has recommended for membership 8 new contractors and 
1 standby contractor. This committee also plans to seek amend- 
ments to its committee plan which would, among other things, enlarge 
the scope of thee ommittee to cover 20-millimeter ammunition now 
specifically excluded. 

Of the remaining ammunition integration committees, there has 
been little activity on the part of the Military Pyrotechnics Com- 
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mittee and the Fin Stabilized Artillery Ammunition Committee in the 
last 3months. A future need is, however, definitely anticipated. The 
Cartridge Case Committee, the Artillery Mechanical Time Fuzes Com- 
mittee, the Burster Casings Committee, and the 3.5-inch Rocket Com- 
mittee are undergoing a reorganization similar to, but less extensive 
than, the tank-automotive committees. The Conventional Artillery 
and Mortar Shell Committee has continued to be active and is currently 
considering various technological problem areas. 


3. Miscellaneous Army integration committees 

No meetings of the Critical Quartz Crystal Units Committee are con- 
templated until the membership expansion has been accomplished. 
The expansion is well underway and 2 out of 6 additional companies 
invited to participate have responded favorably. 

The Army Aircraft and Maintenance Committee, the most recent of 
the Army integration committees, has had several preliminary meet- 
ings aimed largely at generating enthusiasm among the members and 
eliciting ideas from them for concrete methods of approach to the 
problems of standardization. 


B. OTHER VOLUNTARY AGREEMENTS 


1. Air Force Production Committee 

The sole .remaining Air Force Production Committee is the B-47 
Production Committee. Although it was expected that deliveries of 
B-47’s would be completed in November 1956, as stated in my report 
of November 9, 1955 (p. A26), we are informed by the Air Force that 
these deliveries will be continued for a period of at least 2 months 
after that date. 

The Air Force states that continuance of this committee during 
that time will be in the public interest as contributing to the national 
defense. 


2. Foreign Petroleum Supply Agreement 


The Department of the Interior has advised us that all members o 
the old Foreign Petroleum Supply Agreement have agreed to partici- 
pate in the amended plan, described in my report of February 20, 1956. 

In accordance with the amended plan, a permanent staff of full- 
time Government employees is being gathered for the new Washing- 
ton office. In the meantime, some of the staff formerly employed by 
the oil-company members have been put on the Government payroll 
as full-time employees. Of the two pending committee reports, one 
has been completed and the other is three-quarters finished. 


3. Contribution of tanker capacity agreement 

The formalities of reorganizing this agreement to conform to the 
amendments set forth in my report of February 20 have been pro- 
ceeding slowly. Although requests were sent to the participants in 
the old plan 3 months ago, relatively few have responded to the re- 
quest to participate. 


4. USTA classified agreement 


The United States Information Agency has informed us that they 
are pleased with the success of this'agreement. Because of security 
considerations, the details of the program may not be revealed here. 
We have been assured, however, that there has been no change in the 








24 REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


objective agreement, in the cooperation of its participants, nor in 


USIA’s belief that it is in the public interest as contributing to the 
national defense. 


II. Tax-AmMortTizATION CERTIFICATES IN THE NITROGEN INDUSTRY 
A. THE PURPOSES OF DEFENSE EXPANSION OF THE NITROGEN INDUSTRY 


The survey here reported sought to determine broadly the com- 
petitive effects of the Government-assisted expansion of the nitrogen 
industry. As background for consideration of the details of the grant 
of Government expansion incentives in this area, it is well to review 
briefly the importance of the industry, the general scope and purposes 
of the expansion of the mobilization base, and the statutory basis of 
the incentive grants utilized. 


1. Importance of the industry 


The chemical element, nitrogen, is a gas comprising some three- 
quarters of the earth’s atmosphere. In this form, it is nearly inert 
chemically and industrially unusable. Fixed in chemically produced 
compounds, however, nitrogen is highly important in a wide variety 
of end uses.' Two general applications demonstrate its usefulness 
to defense: Agricultural fertilizers, quantitatively the most important, 
presently absorb about 75 percent of the total of nitrogen. production; 
and explosives, both military and industrial, require large amounts 
of nitrogen. Obviously, an adequate basis for industrial mobilization 
requires a large industrial capacity for the production of this essential 
component of food, industrial products, and ammunition. 

Once deposits of sodium nitrates in Chile provided the principal 
source of nitrogenous compounds, but at present have been almost 
wholly superseded by synthetic ammonia, a combination of nitrogen 
and hydrogen, from which may be derived the many useful nitrogen 
compounds. Various processes have been developed for production 
of ammonia by forcing a mixture of nitrogen and hydrogen to combine 
under high pressure and temperature in the presence of a suitable 
catalytic agent. The nitrogen involved in such processes is purified 
atmospheric nitrogen. The hydrogen necessary may be obtained as 
a byproduct of electrolytic processes for producing other chemicals, 
from coke oven byproduct gases, or gases synthetized from coke or 
directly from natural or refined petroleum gases. 

2. Establishment and achievement of expansion goals 

The general purpose of the Defense Production Act of 1950, to 
provide an expanded industrial base for mobilization in the event of 
war, has been administratively subdivided into a large number of 
expansion goals, one for each industry considered necessary to a war 
economy. These goals measure the difference between current usable 
capacity and the estimated total capacity necessary for both civilian 
and military production in event of mobilization. As of July 31, 1956, 
there had been 228 separate goals established, of which 198 had been 
closed and 30 still remained open.’ As discussed in detail hereafter, 
nitrogen production capacity has been subject to three different 


1 Table I in appendix shows the relative importance of the principal end uses of nitrogen. 
2 Information supplied by the Office of Defense Mobilization on August 1, 1956. 
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rounds of expansion.* The nitrogen goal was finally closed in April 
1954. 

Several tools are available to defense authorities to achieve the 
necessary expansion. Loans or grants to private industry may be 
available for the purpose, contracts guaranteeing the purchase of 
output may be executed, or the Government itself may undertake 
to build the necessary capacity. The most important and useful 
tool to secure the expansion of industry by private companies has 
been the grant of certificates permitting rapid amortization for 
tax purposes of industrial facilities built for defense purposes. In 
fact, this grant of tax incentives has been the sole method used to 
achieve nitrogen production goals. 

Although authority to grant rapid tax-amortization certificates is 
derived from the internal revenue laws (26 U. S. C. 168), such 
authority exists to aid “the objectives of the Defense Production 
Act.” * Under this program, a total of 21,370 certificates of necessity 
have been issued between October 30, 1950, and July 11, 1956. 
During this period certificates of necessity have been issued for rapid 
tax writeoff of $22.1 billion, on facilities costing in excess of a total of 
$36.4 billions.® 

The granting of all these tax-amortization certificates is the respon- 
sibility of the Office of Defense Mobilization. The Department of 
Commerce, however, has been designated as the delegate agency for 
recommendations to ODM both concerning the formulation of 
expansion goals and the grant of certificates of necessity affecting 
the nitrogen industry.’ Within the Department of Commerce, 
these functions were originally performed by the National Production 
Authority. Since October 1953, the Business and Defense Services 
Administration has handled this work. 


B. SCOPE AND PURPOSES OF THE SURVEY 


On February 9, 1956, the Deputy Attorney General reported the 
results of a survey of the effects of the accelerated tax amortization 
program in the petroleum industry as a basis upon which the effects 
of that program on industry generally might be viewed.’ It was 
realized, however, that the mobilization expansion of the petroleum 
industry was characterized by two features not representative of all 
segments of the program. Basic expansion goals for the petroleum 
industry were constantly increased throughout the course of the pro- 
gram, and at no time did applications for certificates exceed existing 
goals. Consequently, there was not need for the certifying authority 
to weigh competing applications in that industry. Moreover, nearly 
all of the firms which comprise the petroleum industry are compara- 


3 See tables II and ITI, and chart A, appendix. 

4 Statement of W. H. Harrison, Administrator, Defense Production Administration, April 12, 1951, 
Defense Production Act Progress Report No. 8, hearings before Joint Committee on Defense Production, 
82d Cong., Ist sess., p. 402; Defense Production Act Progress Report No. 25, 8. Rept. No. 154, 83d Cong., 
Ist sess., p. 3. 

5 See note 2, supra. 

6 The general delegation pattern as to this authority is reviewed in my report of February 9, 1956, under 
the Defense Production Act, concerning the grant of such certificates in the petroleum industry (pr. 5-7). 

7 Executive Order No. 10480 of August 14, 1953 (3 C. F. R., 1953 Supp.); DMO I-8, 32A C. F. R. 1955 
revised, pp. 16,17; DMO VII-5, 32A C. F. R., 1955 edition, pp. 38-39; DMO I-7, 32A C. F. R., 1955 edition, 
pp. 15-16. 

8 Report of the Attorney General of the United States, February 9, 19°6, pp. 2-3. And see the bibliography 
of literature on the subject collected in the article Accelerated Amortization and Industrial Concentration, 
by Richard T. Selden, The Review of Economics and Statistics, vol. XX XVII, No, 3, August 1955, p. 282, 
note 1, 
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tively large, and there were few applications by companies which 
could be classified as small business under any realistic system of 
classification. Accordingly, it was decided that a further survey 
should be made of the operation of the tax-amortization program in 
an industry where these two conditions were operative. 

The nitrogen industry met these qualifications. This industry 
underwent three separate rounds of expansion under the mobilization 
program, in each of which the tota] capacity of all the facilities sought 
to be certified for rapid tax writeoff by the various applicants was sub- 
stantially in excess of the current expansion goal. Consequently, the 
certifying authorities were obliged to formulate detailed criteria in 
order to determine which applications should be accepted and which 
rejected. In addition, one smal]-business firm was in the industry and 
others were seeking to gain entrance. Some special consideration had 
to be given them to fulfill the congressional intent that— 


small-business enterprises be encouraged to make the great- 


est possible contribution toward achievi ing the objectives of 
this Act.° 


Apart from these considerations, the nitrogen industry provides a 
significant field for study. It is an important part of the heavy chemi- 
cals industry which, with its allied products, accounts for 10 percent 
of the total cost of all facilities of all kinds already constructed or to be 
constructed under the mobilization program.’° Department of Com- 
merce figures indicate that the productive capacity of nitrogen has 
been expanded to such an extent that it now ranks among the largest 
in the heavy chemicals field." 

The survey here reported is based primarily upon information de- 
rived from interviews with officials of the Office of Defense Mobiliza- 
tion and the Department of Commerce, and from records and cor- 
respondence in the files of the Department of Commerce. 


C. EXPANSION OF THE NITROGEN INDUSTRY, 1951-56 


The defense expansion of the nitrogen industry falls into three 
separate phases. The first expansion goal was set in May 1951 and 
sufficient capacity was deemed achieved in November 1951. Expand- 
ing requirements forced the establishment of a second expansion goal 
in January 1952, and the goal was filled in April 1952. Again, in 
February 1954, a third goal for expansion was set, and closed on 
April 9, 1954. In discussing the effects of this incentive program on 
the structure of the industry, we shall in this section first review the 
structure of the industry as it existed immediately prior to the begin- 
ning of that program and then consider the details of the certificates 
granted to achieve the goals set in the first, second, and third rounds 
of expansion. 


1. The structure of the industry as of January 1, 1951 


In early 1951, a National Production Administration survey of the 
domestic nitrogen production capacity of all types showed a total 
capacity, on January 1, 1951, of 1,639,000 tons of contained nitrogen. 
Of this total, approximately 1.4 million tons was derived from 

® Defense Production Act of 1950, as amended, sec. 701 (a). 
1° History of the Chemical and Rubber Division of the Business and Defense Services Administration, 
U. 8. Department of Commerce, October 1, 1953-October 1, 1956, p. 2. 


it Td. at p. 15. 
13 Table IV, appendix records actual 1951 capacity as subsequently adjusted at 1,463,700 tons, 
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production of synthetic ammonia; the remaining 240,000 tons was 
obtained from ammonia produced from coke ovens and from industrial 
organic wastes.'® 

That survey reflected the capacity of 19 plants—15 privately owned 
plants in operation, 1 privately owned plant nearing completion of 
construction, 2 Government-owned plants (Army Ordnance World 
War I1) leased to private operators, and 1 Government-owned plant 
operated by the TVA. These 19 plants are identified on chart C, 
appendix. The survey did not include 2 idle Army Ordnance plants 
in standby condition, 1 since leased and 1 sold to private operators. 

Apart from the TVA plant, the remaining 18 plants were operated 
by a total of 12 companies. Five large chemical and petroleum com- 
panies collectively accounted for 74.3 percent of synthetic ammonia 
capacity. One of the five alone had over 25 percent of total capacity. 
The TVA plant possessed 3.7 percent of industry capacity while ie 
remaining 7 companies accounted for similar small percentages. Only 
one of the companies in the industry could be classified as small busi- 
ness.'> However, this firm later merged with a larger chemical com- 
pany and can no longer be considered as in that category. 

Six of these privately owned plants were originally built by Army 
Ordnance or Defense Plants Corporation during World War II, and 
later sold to private operators. With the 2 still Government-owned 
and operated under lease, the tetal capacity of the 8 plants of Govern- 
ment origin was 55.3 percent of total national capacity as of January 
1,1951. The entire production of 3 of the 5 Jargest companies derived 
from plants of Government origin, and a fourth of that group derived 
a substantial part of its total production from such a plant. Over 60 
percent of the total capacity of the 5 largest companies at that date 
derived from plants of Government origin. 


2. The first round of expansion 


The initial regulation on tax amortization procedure was issued on 
October 28, 1950, by the National Security Resources Board, the 
original certifying authority.“ Based on a preliminary review of 
probable mobilization requirements, NPA, in May 1951, recommended 
an expansion of 600,000 tons’ of synthetic ammonia above the 
January 1, 1951, level of 1.4 million tons. By that time, applications 
had been received representing new capacity substantially in excess of 
that amount. 

Unlike later rounds, no formal criteria were adopted for selection 
as between these applications. However, certain general considera- 
tions guided NPA. These considerations dealt with the need for 
prompt expansions, assurance of operating success, and conservation 
of construction materials and raw materials for operations. Of the 


13 Historical Reports on Defense Production, Rept. No. 33: Chemicals, U. 8. Department of Commerce, 
National Production Authority, June 15, 1953, p. 86. This report will not deal further with these latter 
sources of ammonia which are byproducts of unrelated industrial processes and of diminishing importance 
in the nitrogen supply. The report will be confined to a study of the expansion of the synthetic ammonia 
industry since January 1, 1951. 

14 Hearings before the Committee on Armed Services, House of Representatives, 82d Cong., Ist sess., 
October 30, 1951, p. 159. 

18 The standard for small business used throughout this expansion program, and necessarily followed 
in this report, is that of 250 employees, which was based upon the classification of inorganic chemicals n. e. c. 
in the Department of Commerce document, Size Classification of Manufacturers, published in November 
1951, The first publication of standards of small business by the Small Business Administration did not 
take place until the third round of nitrogen expansion had been completed. 

16 NSRB Regulation 1, 32A CFR, 1949 edition, pp. 69-72. The Board was succeeded by Defense Pro- 
duction Administration as certifying authority on January 3, 1951. 

i7 Ton measurements as used in this report and exhibits refer to the nitrogen content by weight of ammonia 
and its derivatives expressed in short tons, except as otherwise specifically noted. 
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total of 30 applications involved, 25 were submitted by 17 large 
companies and the remaining 5 by 4 small businesses. Sixteen of 
the 17 large companies received one certificate each, while one of 
the 4 small companies received. a certificate. 

Of the total facilities certified in this first round, those actually 
built added new capacity of 527,600 tons of nitrogen.’® The large 
companies as a whole received certification for actual construction 
en more than 90 percent of the whole, and the 5 companies 
holding the largest share of 1950 production (74.3 percent) received 
assistance on 283,900 tons production capacity, 53.8 percent of the 
total. Four new producers entered the field, three of whom were 
large companies, one a small business. 


3. The second round of expansion 

The nitrogen goal, officially established as goal No. 9 on January 3, 
1952, called for a domestic capacity of 2,930,000 tons of nitrogen by 
1955. It was estimated that ammonia from byproduct coke ovens 
and organic wastes would increase to 261,000 tons by that date, 
leaving 2,669,000 tons to be derived from synthetic ammonia. DPA 
determined that new facilities to produce approximately 431,000 tons 
additional '* should be certified. Again, more applications were re- 
ceived than could be accommodated in the goal, and by April 1952, 
the goal was declared closed. 

In this round, 24 applications were considered, of which only 13 
were granted. Of the 7 small-business applicants, 5 each received a 
certificate, while of the 13 large businesses seeking certification to 
cover 17 facilities, 8 were granted 1 certificate each.” 

Of the facilities certified in this round, those actually built had a 
production capacity of 336,500 tons.*" Three of the five small com- 
panies certified actually built capacity of 97,800 tons, or 29 percent 
of the total. Five of the eight big companies built capacity of 238,700 
tons, or 71 percent. The original 5 largest producers received tax 
assistance with respect to 103,600 tons, or 30.8 percent of the total 
achieved through second-round certification. During the second 
round, 3 new companies entered into production in this industry, 2 
large companies and 1 small business. 


4. The third round of expansion 

On February 5, 1954, goal No. 9 was again revised upward, initiating 
a new round of expansion. The increase planned under this revision 
was intended to provide a capacity of 3.5 million tons of nitrogen 
production by January 1, 1957, an increase of 570,000 tons beyond 
that set on the second round. Once more a surplus of applications 
was received, and the goal was closed on April 9, 1954.” Of the 30 
applications received, only 13 could be granted. All 5 small-business 
applicants received certificates, while of the 17 large businesses apply- 
ing 8 were granted certificates. 

Not all of the facilities certified were built. Production capacity 
of 220,400 tons of nitrogen has been constructed.” Of the 8 large 

18 The facilities covered by four of the certificates issued to large companies were never constructed. See 
tables II and IV, appendix. 

1” Defense Production Administration, Expansion Goal No. 9, January 3, 1952. This figure reflects first- 
round expansion plus unassisted expansion, including one idle Government-owned (Army Ordnance) 
plant leased to a private operator for reactivation. 

20 See table II, appendix. 

21 Subsequent unassisted expansion kept the goal filled. 


22 ODM press release No. 300, April 2, 1954. 
23 Later unassisted expansion filled the goal and, in fact, may yet exceed it by nearly 700,000 tons. 
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companies receiving certificates, 7 have built capacity of 195,600 tons 
or more than 85 percent of the total. Only 1 of the 5 small businesses 
receiving certificates has built, with capacity of Jess than 15 percent 
of the total. The third round also saw 4 new companies ™ entering 
the industry, 3 of which were large and 1 a small business. 


D. STATUS OF THE INDUSTRY AFTER EXPANSION 


A recapitulation of the results of the 3 rounds of mobilization expan- 
sion in the nitrogen industry shows that 30 large companies * and 12 
small businesses were considered for certificates of necessity. Twenty- 
five of the large companies were approved for a total of 32 certificates. 
Ten small companies received a total of 11 certificates.” Of the 25 
successful large company applicants, 18 constructed nitrogen plants, 
with total capacity of 927,400 tons. If the 10 small business appli- 

cants, only 4 actually built facilities, with total capacity of 157,100 
tons.” With respect to unassisted expansion during this period, 16 
large companies and the TVA constructed a total of 19 facilities, with 
capacity of 920,100 tons. Two small business firms also built plants 
without tax assistance. However, since one of these plants was con- 
structed in Puerto Rico, and not within the United States, it has not 
been included in our statistics. 

In summary, the operation of the tax amorization program, together 
with the unassisted expansion which accompanied it, unquestionably 
exerted some influence toward deconcentration in the nitrogen in- 
dustry.” The program has contributed to a salutary widening of the 
base of competition. Whereas, in 1951, there were 12 private oper- 
ators in the industry with a total of 18 plants, there are now 33 
privately owned companies operating a total of 49 plants. 

The 5 largest firms in the industry in 1950 did not maintain their 
percentage share, their percentage of industry capacity having dimin- 
ished from 74.3 percent in 1951 to 47.4 percent in 1956. Moreover, 
the percentage of total capacity held by the largest single producer in 
the industry dropped from over 25 percent to about 18 percent.” 
However, the total cavacity of these 5 largest firms increased from 
1,087,200 tons in 1951 to 1,628,400 tons in 1956. 

Moreover, a shift has taken place in the ranking of the companies 
in this industry, and the present list of the 5 largest companies, in 
terms of nitrogen capacity, includes 1 company which was one of 
the smaller producers in 1951. The collective capacity of the 5 
largest firms today is 49.4 percent, as against the 74 percent beld by 
the 5 largest companies in 1951. 

Each of the remaining companies in the industry (not including the 
TVA plant) accounts for only a small percentage of total capacity. 
However, many of these producers are affiliated with giant chemical 
and petroleum companies; others are divisions of industria! empires 
dominant in other unrelated fields. Insofar as financial stability is con- 
cerned, most of these smaller nitrogen producers appear to be well 
equipped to maintain competition with the large producers in this 

2% Excluding one subsidiary of an existing large producer. 

2% Excluding subsidiaries of other applicants. 

26 See table V, appendix. 

27 One of the four later merged into a larger company and can no longer be considered as small business 

% Included is one plant which was leased from the Government. It had 164,000 tons of capacity at the 
time oflease. Defense Production Administration Expansion Goal No. 9, January 3, 1952. 

2 See chart B, appendix. 


39 See chart F, appendix. 
31 See footnote 14 supra. See also table VI, chart D, appendix. 
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field. It must be concluded, therefore, that the expansion of this in- 
dustry between 1951 and 1956 resulted in a considerable degree of 
deconcentration, a part of which was the direct result of the tax 
amortization program. 


E. ANALYSIS OF CRITERIA EMPLOYED IN THE PROGRAM 


In the initiation of the defense mobilization program, it was the 
intent of Congress, as previously noted, that ‘‘small- business enter- 
prises be encouraged to make the greatest possible contribution 
toward achieving the objectives of this Act.” ** Although competition 
has become more widespread in the nitrogen industry during the period 
of mobilization expansion, this increase is represented to only a limited 
extent by small-business firms. In 1951, there was only one small 
business in the field, and this firm, as previously noted, can no longer 
be considered in that category since its merger with a larger company. 
At present, of the 33 private operators in the industry, only 4 * are 
small-business firms. They represent a meager 6 percent of industry 
capacity. Three of the four small companies are cooperatives, whose 
markets for sales probably do not greatly extend beyond their own 
members. One of these cooperatives built its plant without assistance 
from the tax amortization program. In addition, three other small 
businesses were granted certificates of necessity, but, because of vari- 
ous problems encountered, construction of their facilities has been 
delayed over a long period. Three other small businesses granted 
certificates have permitted them to lapse. To determine whether small 
business was permitted to make, as Congress intended, the ‘greatest 
possible contribution” to this program, relevant are the administra- 
tive criteria employed to distribute certificates among eligible 
applicants. 


1. The first round of expansion 

Although the statute and regulations provided certain criteria for 
determining the eligibility of facilities for certification,** no such 
standards were provided for selection, as among the eligible appli- 
cants, where applications exceeded the goal. During the first round, 
no attempt was made to establish such standards of perference on a 
formal basis. However, the following factors were informally con- 
sidered: 

(a) Successful experience in nitrogen production. 

(b) Availability of private financing, requiring no resort to 
Defense Production Act loans. 

(c) Expansion of existing facilities rather than construction 
of new facilities. 

(2) Geographical location with reference to deficit areas. 

(e) Use of nitric rather than sulfuric acid, then in short supply. 

(f) Availability of electrolytic byproduct hydrogen for the new 
capacity. 

Some of these factors operated impartially upon large and small 
business alike. Others, however, imposed conditions more easily met 
by the large firms. For example, the preference given to experience 
and to the expansion of existing facilities obviously favored the 

82 Defense Production Act of 1950, as amended, sec. 701 (a). 
33 Excluding one outside the continental United States. 


%4 26 U. S. C. 168; DPA Regulation 1, sec. 2, 32A C. F. R., 1949 edition, p. 70; ODM Regulation 1., sec. 
2, 32A C. F. R., 1955, revised, pp. 80-81. 
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established producers, predominantly large firms, at the expense of 
prospective entrants into the industry. Again, the factor involving 
financing in general tended to favor large companies. As a rule, 
having more ample available capital and easier access to private 
credit, they have ee need than small business enterprises for Govern- 
ment loans to finance expansion or new construction. Finally, the 
preference given to plants using byproduct hydrogen, though yerhaps 
justified by defense considerations, oad those big div ersifiec [cheeat- 
cal companies which obtained this element as a waste product in 
the course of other chemical production. 

These factors were salacted at the height of the Korean emergency. 
Most were chosen to serve immediate emergency mobilization ends, 
e. g., economical use of construction materials such as steel and cement; 
conservation of sulfur; and conservation of natural gas and coke, 
both commonly used to produce hydrogen. Quite understandably at 
that time perhaps equal consideration apparently was not given to the 
important effect of these factors on the auieates growth pattern of 
the industry. 


2. The second round of expansion 


To establish preferences as among applicants during the second 
round of expansion,® NPA devised a point system of grading to be 
used with the following list of criteria: 


(a) Construction in agricultural deficit areas _ _----- 0 to 3 points. 
(b) Manufacture of solid nitrogen products- - ~~. ---- 0 to 3 points. 
afi lect. ae AEE ATE ele SE 0 to 2 points. 
(d) Small business applicant. -_........-....----- 0 to 1 point. 

e) Private financing of construction___.......---- 0 to 1 point. 
(f) Availability of byproduct hydrogen__......-..-- 0 to 1 point. 


In actual practice the net effect of certification under these criteria 
was slightly more advantageous to small business applicants. Analy- 
sis of the scoring on each application considered revealed that small 
business applicants scored about as many points as larger companies 
on the criterion ‘‘area deficit,’ and fared much better with “solid 
nitrogen production.’”” However, the factor of experience, rating up 
to two points, continued to give the bigger applicants a considerable 
advantage, although partially offset by the point reserved specifically 
for small business applicants. 

The criterion involving use of byproduct hydrogen favored the 
larger applicants completely; a number of them obtained a point for 
this factor, while no small business applicant was able to qualify. The 
final criterion, “private financing,” also handicapped small business 
applicants, some of whom indicated that they needed Federal loans in 
order to enter this field successfully. Not only were these smaller 
applicants penalized on this score, but a policy was established during 
this round that no such firm could be considered at all, unless there 
were insufficient applications to fill the expansion goal from companies 
with private financing. 

While some criteria favored small business applicants, and others 
tended to handicap them, their net effect was proportionately more 
favorable to the small-business applicants. Out of 7 small-business 
applicants considered, 5 were approved; there were 8 approvals out 
of 17 applications from large companies. Nevertheless, some of the 


38 See table IX, appendix, 
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large companies rejected in this round had already been certified for 
other plants in the first round. 


3. The third round of expansion 


By the time of the third expansion round in 1954, BDSA had as- 
sumed the task of handling applications for tax amortization in the 
nitrogen field. Reevaluation of the program indicated the need for 
revision of the criteria and the point system in important respects. 
Accordingly, a revamped system of awarding preferences was utilized 
in this round.® ‘Two criteria were eliminated entirely. One referred 
to solid nitrogen production which, as previously noted, had tended 
in operation to favor small- business applicants. The fac tor of private 
financing was also eliminated. However, this action proved no real 
advantage to small business since, by this time, the mobilization 
authorities had already terminated the program of loans under sec- 
tion 302 of the Defense Production Act, except for disaster loans. 

The revised criteria and point system is listed as follows: 

(a) Experience 1 point. 
(b) Production in a deficit area ere 1 point. 
(c) Availability of byproduct hy drogen_- 1 point. 
(d) No previous certificate issued 1 point. 
(e) Expansion of existing facilities _ - 1 point. 
(f) Small business applicant 2 points. 

A new criteria appeared in this round. Applicants were awarded 
a point if they had not received a previous certificate. It was also 
provided that any applicant who had received four previous certificates 
was disqualified in this round. As in other rounds, no applicant was 
deemed eligible for a second certificate in this round until all other 
applicants had been considered. Since 3 of the 5 small-business 
applicants during this round had not been granted any previous 
certification, this criteria tended to be of some benefit to them. 
Although there also were some larger companies who had not received 
a previous certificate, still, the net result of the provision was more 
favorable to the smaller companies.*’ 

Another factor, revived from round 1, related to construction to 
expand existing ammonia facilities. All of the companies who 
obtained a point under this criteria were large companies. 

Since most of the larger companies interested in entering the 
nitrogen field had already received certificates, the criterion relating 
to previous certification, coupled with the weighted factor favoring 
small-business applicants as such, revealed the intention to promote 
small-business participation in the nitrogen industry more actively 
in this round. Therefore, with the criteria designed somewhat more 
in their favor, all 5 small-business applicants received certificates, 
while only 8 of the 17 applications from larger companies were 
approved. 

The new criteria, however, still contained factors favoring the large 
companies which counterbalanced somewhat the specific criterion in 
favor of small business. During this expansion round, small-business 
applicants were still competing for precedence against the larger com- 
panies with respect to such factors as expansion of existing facilities, 
experience in chemical production, and the availability of byproduct 
hydrogen. In all three areas, the record is clear that the small business 


36 See table [X, appendix. 
3? See tables III and VIII, appendix. 
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was laboring under a distinct handicap. Fortunately for the small 
applicants, however, no large company was able to accumulate enough 
points from these sources to enable it to gain precedence over any of 
the small-business applicants. Nevertheless, several of them did score 
as many points as the small companies, and a large number of them 
had only one point less. It is questionable whether small business 
would have fared as well in this round if there had beer any number of 
additional large firms interested in entering the nitrogen industry. 


D. GENERAL OBSERVATIONS ON ADMINISTRATION OF THE PROGRAM 


It is obvious that general conclusions on the handling of small 
business in the administration of the tax-amortization program as a 
whole cannot be drawn from a study of this one industry’s experience. 
Indeed, even with respect to the nitrogen industry itself, absence of a 
broad base of statistics would make such conclusions appear unwar- 
ranted. Nevertheless, study of the operation of the expansion pro- 
gram in this industry may permit certain observations which may be 
of value in a reappraisal of general administration of the tax-amortiza- 
tion program. 

A large company clearly has the financial ability to expand its pro- 
duction in an industry, or to construct a new plant on entering an 
industry, without the use of a tax-amortization certificate. Generally, 
large firms have available cash reserves or comparatively easy access 
to private credit facilities. The amortization certificate acts only as 
a financial incentive—a possible means of increasing profits—to 
induce them to take such action. 

Most small businesses do not have the cash reserves or easy accessi- 
bility to credit to enable them to undertake such projects without 
great difficulty. The tax-amortization certificates, therefore, are not 
only a means of achieving increased profit to small business; more 
importantly, they represent to smal] business a basic credit tool. An 
applicant for a bank loan, possessing a certificate covering the facilities 
to be constructed, is a better credit risk to the banker than one without 
such tax advantage. To the extent that it is able to depreciate its 
property over a short period of years at a high annual rate, the firm 
has available an increased cash flow, shielded from Federal income 
taxes, which may be utilized to reduce the amount outstanding on a 
loan, during the first few years of operation, to levels consistent with 
the most prudent lending policies of the bank. It is clear that the 
greater the percentage of its facilities certified for such tax treatment, 
the better credit risk the firm becomes, and the easier is it able to 
negotiate a loan. Against this financial background, the policies pur- 
sued with respect to the percentage of facilities to be certified in the 
nitrogen program require some observations. 

The certifying satiaeilins have promulgated regulations indicating 
the considerations to be followed, both in determining eligibility for 
certification and percentage of facilities to be covered by certifica- 
tion.* These regulations appear to envision individual consideration 
of each application to ascertain, in the light of the qualifying con- 
siderations and the circumstances of the particular case, the specific 
percentage of the facilities covered by the application to which the 


% DPA Regulation 1, sec. 2 (a), (b), (ec), and (e), 32A CFR, 1949 edition, p. 70; ODM Regulation 1, sec. 
and 3, 32A CFR, 1955, revised, pp. 81-82. 
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applicant is entitled.** It was recognized that such procedure would 
be impracticable in some industries, where many hundreds of applica- 
tions are received. Therefore, the establishment of certification pat- 
terns applicable to entire industries was also contemplated. However, 
where industries were so administered, the regulations also state that 
adjustments of such percentages may be made for special factors.” 
In addition, a general policy was established by the mobilization au- 
thorities to award small-business firms a higher percentage of amortiza- 
tion than other applicants, generally a premium of 5 percent." 

However, in the administration of the nitrogen expansion program, 
there does not appear to have been any individual study of applica- 
tions to ascertain the percentage to be certified. At the very begin- 
ning of the program, the applicants received rapid tax writeoff on 50 
percent of the facilities certified. Thereafter, a uniform percentage of 
45 percent was applied to certifications. Unlike some other expansion 
programs, no percentage premium was given to successful small- 
business applicants. In view of the importance of certification to the 
financing of small business, as discussed above, this departure from the 
usual rule may have seriously affected the ability of small business 
to secure the financing prerequisite to entry into this field. 

Moreover, misunderstanding of the technica] aspects of the use of 
issued certificates may adversely affect the position of some small 
businesses even after they have been successful in securing certifi- 
tion. Thus, construction must be started within a specified period 
if a certificate is to remain valid. Yet the interpretation of regu- 
lations covering this aspect has not been clearly understood. Small 
businesses, without benefit of the corps of trained laywers available 
to large corporations and without contacts to secure immediate official 
interpretations of regulations from the various governmental agencies, 
operated in this respect under a serious handicap. While much has 
been done to overcome this difficulty by various agencies, including 
the Small Business Administration, it would seem desirable to publish 
more adequate information in layman’s language concerning the regu- 
lations under which a certificate of necessity is granted, and the pro- 
cedures required to preserve its validity. 


E. CONCLUSIONS AND RECOMMENDATIONS 


1. Competition and economic concentration in the nitrogen industry 


The expansion of the national industrial mobilization base as it 
affects the nitrogen industry has been accompanied by an increase in 
the number of competitors in the industry and a decrease both in the 
share held by the five largest companies and the share held by the 
largest single company. Between 1951 and 1956, during the operation 
of the tax-amortization program, the nitrogen industry expanded 
capacity some 150 percent. The number of privately owned firms in 
the industry rose from 12 in 1951 to 33 at present; plants increased 
in number from 18 to 49; and those plants have been better distributed 
geographically.” For this healthy condition, the tax incentive pro- 
gram must be given a substantial share of credit. 

® Ibid. 
4 ODM Regulation 1, sec. 3, 322A CFR, 1955, revised, p. 82. 


41 See Defense Production Act Report No. 25, 8. Rept. No. 154, 83d Cong., Ist sess., p. 6. 
42 See charts C and E, appendix. 
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2. Small-business participation in the industry 

As to company size, the basic pattern of the industry has not 
changed. It is still principally composed of large integrated com- 

panies engaging in nitrogen production as an incident to manufacture 
of other chemical products. Small-business firms, negligible in the 
industry in 1951, presently comprise only 6 percent of industry capac- 
ity. This inadequate share of small-business participation stems 
from the following factors: 

(a) The defects in early administrative standards, now remedied in 

art by BDSA’s third-round standards, would seem responsible in 
arge part for the failure of small business to obtain a more healthy 
share of the expansion. Unquestionably, the emergency atmosphere 
of the program’s early years understandably made immediate expan- 
sion the sole objective. The standards applied in the first expansion 
round had the effect of excluding any real small-business participation. 
Changes in basic criteria made for the second round resulted in no 
more than minimal participation by small concerns. Much greater 
weight was given small-company status in considering applications in 
the third round; this produced a far greater share for small business. 
It is unfortunate, however, that this recognition of the inadequacy of 
the earlier criteria came only in the program’s concluding phase. 

(6) The use of uniform, industrywide percentages of certification 
also shares responsibility for diminution of small business participa- 
tion. Tax-amortization certificates are incentives to achieve the ob- 
jectives of the defense production emergency expansion, including the 
stated statutory objective of increasing small-business participation. 
Sound policy followed in other fields has been found to require that the 
incentives granted be varied in amount between large and small 
companies to accommodate the different degree of difficulty each class 
faces. 


3. Recommendations 


The conclusions drawn from this survey of the rapid tax amortiza- 
tion program in the nitrogen industry warrant the following recom- 
mendations: 

(a) Wherever applications for tax amortization in this and other 
industries exceed the expansion goal, the criteria employed to prefer 
particular applicants should be care fully and continuously reexamined 
to determine whether they tend to handicap small business. Any 
criterion discriminating against small business should be eliminated, 
except, of course, when it is dictated by overriding defense needs. 

(6) Formulating such a preference system, the structure of the 
industry affected should be examined to determine what balance 
between large and small companies is desirable for that industry. 
The preference system should then be organized to give the factor of 
small business sufficient weight in determining preference to achieve 
this desirable balance. 

(c) In recognition of the special problems faced by small business, 
tax-amortization certificates granted to them might well provide a 
percentage of certification higher than similar certificates awarded to 
the large companies, providing at least a 5-percent differential. 

(d) In those fields where the number of applicants is not excessive, 
as in the nitrogen industry, each application should be processed on 
an individual basis to determine the least degree of incentive, calcu- 
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lated in terms of percentage certified, which is necessary under the 
standards contained in the regulations and the statute to achieve the 
required expansion. 

(e) The defense mobilization authorities should give careful con- 
sideration to the advisability of publishing a pamphlet explaining, in 
layman’s language, the procedures and conditions relevant to the 
issuance and use of tax-amortization certificates. A publication of 
this nature would be of great benefit both to present and future par- 
ticipants in this program. In addition, wherever it is anticipated 
that an expansion goal will be oversubscribed by applications, steps 
should be taken to publicize the criteria to be used in determining 
preferences between competing applications. 

Respectfully submitted. 

HerBERT BROWNELL, Jr., 
Attorney General. 
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TaBLe No. I.—End users of domestic production of synthetic ammonia and 
derivatives 


[In tons of contained nitrogen] 


1953 1954 1955 


Tons Per- Tons Per- Tons Per- 
(nitrogen) | cent (nitrogen) | cent (nitrogen) | cent 


Fertilizers: 
Anhydrous ammonia and solutions 
a directly to the soil 
Anhydrous ammonia and solutions 
used for mixed fertilizers._..-_._.- 
Solid materials ! 


Total fertilizers 


Industrial use: 
a Ba 
Plastics, resins, lacquers 
Textiles__-____- 
Ore processing - - 
Pulp and paper 
Petroleum processing 
Refrigeration 
ce nin Sig dia e deeae 
Rubber processing, water treatment 
and household ammonia 
Chemical, n. e. ¢ 
Miscellaneous # 





Total industrial 
Exports (anhydrous and solutions only) --- 
Undistributed production 


Total production 
Capacity, Jan. 1 








1 Includes exports, 

2 Probably high; ultimate end use of ammonia could not always be reported as accurately as desired. 
Apparent downward trend in 1954 not —— realistic. 

Includes Government procurement for military explosives, accounting for 1954 drop. 
Mg Computed from data in Facts for Industry, Department of Commerce, series M19A-16 

(Mar. 27, 1956). 
soe of solid fertilizers, 520,000 tons in 1953, have tapered off in 1954 and 1955; continued decline 

prospect. 


Source: U. S. Department of Commerce, Business and Defense Services Administration, Business Service 
Bulletin 142, February 1956. 
39 
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REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


No. VI.—Capacity of synthetic ammonia producers estimated in March 
1955 as of mid-1956 


Capacity, 

Name of company tonsof | Percent 
ammonia | 
(pe rday) | 


' 


Allied Chemical & Dye- -- ad . ‘ ‘ 2, 420 | 
Spencer Chemical Corp - ---- ; : . 960 
Phillips Chemical Co-__- ‘ : 1950 
Olin-Mathieson enue 900 
Monsanto Chemical. : 870 | 
Du Pont - ; 670 | 
Shell Chemical _- : ; 480 
Commercial Solvents 7 ‘is 400 | 
Hercules Powder ‘ a 400 
Brea Chemical (Union Oil Co.) : : 305 
American Cyanamid_-.----- 300 
Sun Oil__-_- a ‘ : 300 
Standard Oil of Ohio ; 300 | 
Standard Oil of California. 300 
es Nitrogen (Standard Oil of Indiana and Sinclair Re a 300 
. R. Grace - - = : ; 270 | 
Mi ississippi Chemical C orp. iekbos ol 265 | 
TVA : ; aia : 250 
Dow Chemical. -_-........--- aeheous 221 
U. S. Steel. _- . .bedenpilile il ; 200 
Mississippi River Fuel Corp_ : i 200 | 
Escambia Bay Chemical Corp. (Electric Bond & Share, United Gas, Na- 
tional Research Corp.) - --- mcs 200 
John Deere a ae , : ‘ 180 | 
Coop Farm Chemical - ---- seebe ; . 180 
National Distillers - . saith ; : ie cbetinen 150 
Northern Chemical_--.-- pa saat’ . ‘ 125 
Smith-Douglass - - - -- sana er ‘ 120 
Atlantic Refining ee ioe mae ; 100 
Pennsylvania Salt_- ‘ i : 295 | 
Columbia Southern (Pittsburgh Plate Glass) _- : 5 ; 80 
Hooker Electrochemical sisted waite ae ; 70 | 
Food Machinery & Che OO i AS ID : at a 60 | 
Miscellaneous - - 3 383 


PEEP REP NP NPNNPNNNHMWWARDANND 
AAMNOOH OWWOWWWOH HINO WORD 


tet et et et 


MAPIBOSOMPAE 


», 
o 


13, 004 100.0 


i 


1 The capacity does not include the Kennewick, Wash., plant of Phillips Pacific Chemical which was 
not reflected in the Stanford Research Institute compilation. See footnote 3. 

2 Does not include the Portland, Oreg., plant. See footnote 3. 

8 Includes the capacity of St. Paul Ammonia Products, Pennsylvania Salt (Portland, Oreg., plant) and 
Phillips Chemical (Kennewick, Wash., plant) combined in order not to disclose information of the individ- 
ual companies. 


Source: Information derived from Stanford Research Institute, Chemical Economics Handbook, Syn- 
thetic Ammonia Plant Capacities, issued March 1955, 
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TaBLE No. VII.—Nitrogen capacity by industry classification, 1951 and 1956 


1956 


Number of| Capacity | Percent | Number of, Capacity 
companies companies 


Large chemical companies - - - _...- ; 1, 019, 600 112 2, 126, 200 
Large oil companies é 365, 800 9 852, 200 
Other large companies setae ‘ bead ‘6 315, 300 
Small business ‘ eas ee 4 220, 100 
Miscellaneous § : bialtet ie 78, 300 5.3 , 158, 800 


1, 463, 700 MAS ti... 3, 672, 600 


1 Includes Ketona Chemical Corp., controlled by Hercules and Alabama By-Products 

2 Includes an independent oil company, Lion Oil Co., merged with Monsanto Chemical Co. in 1955 

’ Petroleum Chemical, Inc. (Cities Service and Continental Oil) not included because capacity data not 
available. 

4U.S. Steel, National Distillers, John Deere, W. R. Grace, Columbia-Southern (subsidiary of Pittsburgh 
Plate Glass) and Escambia Bay Chemical Corp. (controlled by Electric Bond & Share, United Gas 
National Research Corp.). 

5 Includes 1 small business company in 1951 not shown separately to prevent disclosure of information 
The company was later merged and is reflected in ‘‘Miscellaneous” capacity classification for 1956 


Source: Summarized from a Review of Tax Amortization Applications and Information furnished by 
Department of Commerce, Business and Defense Services Administration. 


TaBLE No. VIII.—Number of applications, by companies and plants, number 
granted and denied, large and small companies 


Large Small Total 


| 


Companies Plants | Companies Plants Companies | Plants 


lst round 


Applications__ --- 
(35 0NNG.nccnkse es 





Applications 
CHOMRIOE ceca 
Denied---.------ 





3d round 
cae aaaat — ; - 
Applications. _-_- a 30 
es f 13 
AES | 17 


| 
| 
| 


} | 


1 


1 1 of the 5 denials was Phillips Chemical Corp. The application was denied during the 2d round, but the 
expansion request was approved as an amendment to a round | certificate. In effect, therefore, there were 
really only 4 de 


Source: Tabulated from a Review of Tax Amortization Applications, Department of Commerce, Business 
and Defense Services Administration. 
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CHARTS 


. Number of Companies Applying for Certification, Number Granted, Number 
Built, Large and Small Business (Facilities Built Without Certificate of 
Necessity Assistance Excluded) 


B. Number of Plant and Facility Construction, Assisted and Unassisted, Large 


and Small Companies, 1951-56 
. Nitrogen Expansion Program: Chart Showing Plants in 1951, New Plants, 


Further Expansion of Initial and New Plants (Government Assistance 
Indicated), 1951-56 

. Capacity of Synthetic Ammonia Producers, Mid-1956 (as Estimated by Stan- 
ford Research Institute in March 1955) 

. Location and Relative Size of Synthetic Ammonia Plants, 1956 

. Production Capacity by Industry Classification, 1951 and 1956 

















NUMBER OF COMPANIES APPLYING FOR CERTIFICATION, NUMBER 
GRANTED, NUMBER BUILT; LARGE AND SMALL BUSINESSES 
Facilities built without C.N. assistance excluied 


Applied Gramted 
LARGE COMPANIES 


Granted. Bilt 
LARGE COMPANIES 


LARGE COMPANIES 


Byiit 
SMALL COMPANIES 


Agplied Grantee Bile 
SMALL COMPANIES 


3% Round 


Applies Grawtes 


SMALL COMPANIES 


i One company, denied a C.N. in this round, accomplished the same result by 
emending its successful application in the lst round. 


2/ Im addition, one company built without using ite C.N. 


Source: 


Information tabulated from review of tax amortization files, Dept. of Commerce. 
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REVIEW OF VOLUNTARY AGREEMENTS PROGRAM 


oo 5 
PRODUCTION CAPACITY BY INDUSTRY CLASSIFICATION, 1951 AND 1956. 
TOTAL CAPACITY- 3,672,600 TONS 


an ee Fa 


Large Bs 8.66. 


iness not shown separately to prevent disclosure. 

2/ Ineludes Lion Oil Co., merged in 1955 with Monsanto Chem. Corp. 
3/ Includes U. S. Steel, National Distillers, Columbia-Southern (Pittsburg Plate 
Glass Co.), W. R. Grace, John Deere & Co., and Escambia Bay Chem. Corp. (United Gas, 
Electric Bond and Share, and National Research Co.) 
4/ Petroleum Chem. inc. (Cities Service and Continental Oil) not included because 
capacity data not available. 
Source: Tabulations prepared from tax amortization files and other information on 

file with the Department of Commerce, Business and Defense Services Administration. 
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